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Since January, President Ernesto Samper's government has enforced strict controls over the money
supply in an effort to lower inflation to the original target of 18% by year-end. Nevertheless, the
government's restrictive monetary policy is slowing the economy's expansion, forcing the Samper
administration to revise downward its growth predictions for this year.
During most of former president Cesar Gaviria's four- year term in office (1990-1994), the
government exercised strict fiscal and monetary policies to control inflation. As a result, the
consumer price index (CPI) fell markedly each year during the first three years of the Gaviria
administration. The CPI dropped from its peak of 32.4% in 1990 to 26.8% in 1991, and then declined
to 25.2% in 1992 and to just 22.6% in 1993. The 1993 rate represented the lowest inflation rate
in Colombia since 1986. Last year, however, the government was unable to reduce the CPI any
further. Inflation remained virtually frozen at 1993 levels, with the CPI reaching 22.59%, nearly
four percentage points above the original target of 19% inflation that the government had set at the
beginning of 1994.
Lax monetary policies are largely to blame for the government's failure to meet its inflation targets
last year. According to the Central Bank, money in circulation grew by 28% in 1994, contributing
to an overall increase of 37.8% in the country's money supply. In fact, credit grew by a total of 42%
during 1994, leading to a rapid expansion in domestic demand that fueled inflation throughout the
year. Moreover, independent economists criticized the government last year for not exercising better
price controls on the goods and services for which it has decision-making power, such as utilities.
Energy costs, for example, rose by 28.5% during the year, almost 10 percentage points more than the
government's original 19% inflation target. Consequently, President Samper, who took office last
August, drew up a two-pronged strategy to get the anti- inflation program back on track in 1995.
The government's initial goal is to reduce inflation to 18% nearly five percentage points by year-end,
and then to lower inflation to one-digit figures before the Samper administration completes its term
in 1998. First, in December the government negotiated a novel "social pact" with business and labor
groups. The accord, modeled on the tripartite pacts negotiated annually in Mexico, sets ceilings on
price and wage hikes. As part of the pact, which will remain in effect for two years, the government
agreed to raise the country's minimum wage this year by 20.4% (see NotiSur, 03/02/95). At the same
time, the government will limit price hikes for all goods and services it controls, especially energy
products such as propane fuel and gasoline, to a maximum of 18% throughout the year. Next, the
government has exercised strict control over the money supply since January. Interest rates have
remained particularly high during the first quarter of this year.
According to the Banking Superintendency, during March the average interest rate for savings was
35.4%, up from 30.7% at the end of December. The average rate for lending also increased by more
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than five percentage points, from 40.7% at the end of December to 46% in March. As a result, money
in circulation decreased by about 11% during the first quarter of the year, with cash in circulation
down by 17% and demand deposits (checks and other quick withdrawal mechanisms) down by
nearly 8%. That, in turn, slowed growth in the overall money supply to just 6% during the first
quarter, substantially below the rate of growth registered in 1994.
So far, the government's efforts have managed to reduce inflation noticeably in the first four months
of the year. From January-April, accumulated inflation totalled 10.62%, compared with 11.92%
accumulated inflation during the same period in 1994. Still, the CPI remains substantially above the
government's 18% target for the year, with annual inflation for the 12-month period ending in April
reported at 21.17%. In part, a decision by the government in February to decree a one-time 12% hike
in gasoline prices caused an inflationary spiral that month. The CPI increased by 3.52% in February,
up from 1.8% in January. Since then, monthly inflation has fallen steadily, to 2.61% in March and
then to 2.23% in April.
For the government to reach its year-end inflation target, monthly inflation would have to average
below 1% for the rest of the year. The government, then, is expected to intervene even more
aggressively in the coming months to control the money supply, since total liquidity has increased
more than expected since the beginning of the year, notwithstanding the drop in cash and demand
deposits. Moreover, the government is expected to take measures to limit credit, since loans for
consumption and investment are still readily accessible in the national banking system, fueling
domestic demand despite the high interest rates now in force.
According to the Central Bank, credit grew by 14% during the first quarter of 1995. "The results of
our monetary policy during the first quarter of the year demonstrate that we can achieve our antiinflation goals, but we must take more steps to ensure success," said Finance Minister Guillermo
Perry. "The problem is the sluggish process of adaptation by the financial sector to our efforts to
restrict the money supply. It is only in the last few months that the banks have begun to understand
the need to reduce the amount of credit available."
Nevertheless, the government is between a rock and a hard place because any further efforts to
restrict credit are bound to generate protests from the private sector. Most business associations
are already demanding that the Samper administration take steps to lower the excessively high
interest rates now in effect in the country. Indeed, high interest rates and government efforts to
reduce credit are forcing a slowdown in the country's economic expansion, pushing the government
to revise downward its original growth predictions for this year. In December, the government
estimated that GDP would expand by 6% in 1995, representing a healthy increase over 1994, when
the economy grew by 5.7%. Nevertheless, in March, Fedesarrollo Colombia's leading economic think
tank released a set of revised projections for this year based on a slowdown in growth in some key
sectors.
According to Fedesarrollo, at best the GDP will expand by about 5.3% this year, which, if accurate,
would represent nearly a half a percentage point drop in growth compared with 1994. Among other
sectors, Fedesarrollo estimates that agricultural output will only grow by 2.8% in 1995, compared
with the government's original estimate of 4% growth this year. Fedesarrollo also says growth in
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industrial production will only be 2.9%, compared with the government estimate of 5.7%, and the
category of transport, warehousing, and communications is only expected to expand by 4.8%, rather
than 6.1% as the government has projected. Government officials are now revising their projections
based on the Fedesarrollo estimates.
Nevertheless, officials appear adamant about maintaining the anti- inflation plan on track, even at
the cost of slowing economic expansion for this year. "When you apply strict stabilization measures
to lower inflation it will inevitably have an impact on growth projections," said Finance Minister
Perry. "In any case, the discussion is centering on how much we will grow within a range of 5.2%
to 6%. There are not many countries in the region that can boast of such rates of expansion. Even
at 5.2%, I think the economy's performance is fabulous." [Sources: Notimex, 04/10/95, 04/22/95,
04/27/95; United Press International, 04/25/95, 04/27/95; Agence France- Presse, 11/16/94, 12/20/94,
01/02/95, 02/23/95, 03/01/95, 03/02/95, 03/07/95, 04/03/95, 05/01/95; Colombia Economic News, US
Embassy-International Market Insights (Bogota), 05/03/95; Inter Press Service, 12/03/95, 05/03/95;
Reuter, 02/23/95, 03/14/95, 04/20/95, 04/28/95, 05/01/95, 05/02/95, 05/08/95]
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